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ABSTRACT 


Older dairy farmers with small-size farms have less financial debt than do 
younger dairy farmers and dairy farmers with large-size farms. In 1979, dairy 
farmers were financially strongest in the Northeast and weakest in the West and 
South Central regions. This study examines the financial characteristics of 
dairy farmers by region, operator's age, and dairy size. 
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PREFACE 


This study is the result of an experiment in research cooperation between 
the Agriculture Division of the Bureau of Census, and the Economic Research 
Service (ERS) in the U.S. Department of Agriculture (USDA). The findings in 
this manuscript are the result of work by ERS research economists who have 
been permitted to directly analyze Census respondent data using the Statis- 
tical Package for the Social Sciences (SPSS). This research arrangement 
allows a significant increase in the range, precision, and type of questions 
about U.S. agriculture that can be explored using Census data. The 
opportunities for exploratory analysis in initial stages of inquiry are 

also greater because of this arrangement. Questions concerning the dis- 
tributions of agricultural producers and their correspondent characteristics 
have often been especially difficult to address. Overall, the result of 
this experiment has been to exploit the potential of Census data more 

fully and to draw increased attention to the richness of available data. 


Certain analytical problems related to the use of Census data remain. The 
need to preserve confidentiality, which prohibits the disclosure of any 
individual observation, is very important. Thus, all data values that 
would result in a disclosure must be suppressed. This requirement can 
restrict analysis to a certain extent. In this study, large geographic 
regions were required in order to ensure that the cross tabulation of the 
dairy farm population into a 25-cell table did not result in any disclosures. 
Nevertheless, even where disclosure is not a problem, readers must exercise 
caution in drawing statistical inferences because many estimates of cell 
means are based on fewer than 10 observations as a result of the method of 
stratified sampling employed in the Finance Follow-On Survey. These par- 
ticular data cannot be considered completely reliable. 
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U.S. Dairy Farmers in 1979: Financial 


Characteristics By Operator Age and 
Dairy Size 


R. Neal Peterson 


OVERVIEW 


Older dairy farmers with small-size farms have less financial debt than do 
younger dairy farmers and dairy farmers with large-size farms. Iu 1979, dairy 
farmers were financially strongest in the Northeast and weakest in the West and 
South Central regions. This study examines the financial characteristics of 
dairy farmers by region, operator's age, aud dairy size. 


This paper presents the financial positions of U.S. dairy farmers as of 
December 31, 1979. The 1978 Census of Agriculture included a Follow-On 
Fiaancial Survey, taken in 1979, of a stratified sample of U.S. farms; these 
are the most receut financial data available. Dairy farms are defiued by the 
Standard Industrial Classification (SIC) criterion as being operatious that 
derive 50 percent or more of gross farm income from the sale of dairy products. 
The author examined the followiug summary financial variables of dairy farm 
Operations: equity, debt, and the debt-asset ratio. Because the financial 
position of farmers depends heavily ou the operator's age and the size of 
operation and varies generally from region to region, the author examiued the 
distribution of the financial characteristics by region, age, aud size (tables 
l and 2). For the purposes of this study, “size” refers to the value of a 
farmer's dairy inveutory. 


The distributiou of operators by age did uot vary much amoug regions: 46 to 55 
years of age was the most prevalent class (about 30 percent) although the two 
neighboring classes, 36 to 45 and 56 to 65, were similar iu size (around 20 
percent each). The distribution of operatious by size varied more between 
regions than did the distribution by age. 


In general, four of the five regions displayed an underlyiug regularity in the 
distribution of size. Dairy operations generally center on two distinct sizes, 
the $15,001-$45,000 value range aud the $75,001-$300,000 value range. The 
presence of two distinct sizes of operation suggests the existence of two 
quite differeut production technologies, each of which has different scale 
economies (hence differeut optimal sizes) associated with it. Thus, dairy 
farms appear to be either those that raise forage and feedstuffs or those that 
purchase feedstuffs (drylot dairy). The $75,001-$300,000 class covers a wide 
interval; drylot dairy operations are probably concentrated uearer the $300,000 
end of that interval. 


Older operators tend to be associated with smaller operatious; younger opera- 
tors tend to be more heavily indebted; and the largest size operatious tend to 
be most heavily in debt. Younger operators with smaller farms generally had 
equity of around $35,000, debts of around $25,000, and debt-asset ratios of 
around 30 percent. Older operators with smaller farms generally had equity 

of around $60,000, debts of around $2,000, and debt-asset ratios of around 
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5 percent. Younger operators with larger farms generally had equity of around 
$500,000, debts of around $500,000, and debt-asset ratios of around 50 

percent. Older operators with larger farms generally had equity of around 
$700,000, debts of around $400,000, and debt-asset ratios of around 30 percent. 


In every region of the country a considerable proportion of dairy owners are 
farmers for whom dairy is a secondary enterprise (these are defined as operators 
who own dairy cattle but who are uot SIC dairy operations because they earn 

less than 50 percent of their gross farm income from dairy sales). The North- 
east has the highest proportion of farmers who own dairy, 35 percent, and the 
lowest proportiou of dairy owners for whom dairy is a secondary enterprise, 31 
percent (table 3). The North Central region is intermediate in both proportions. 
The other regions are low iu the proportion of farmers who own dairy auimals; a 
high proportion of these are small, secondary enterprises. In regions where 
dairy has a comparative advantage in agriculture, not ouly do more farms engage 
in dairy production, but these farms with dairy operations specialize more in 
dairy operations production. 


REGIONAL VIEWS 


For the purposes of this study, the United States is divided into the five 
regions depicted in figure 1. The five regious are Northeast (Maine, New 
Hampshire, Vermont, Massachusetts, Rhode Island, Connecticut, New York, 

New Jersey, Pennsylvania), North Central (Ohio, Indiana, Illinois, Michigan, 
Wiscousin, Minnesota, Iowa, Missouri, North Dakota, South Dakota, Nebraska, 
Kansas), South Atlantic (Delaware, Maryland, Virginia, West Virginia, North 
Carolina, South Carolina, Georgia, Florida), South Central (Kentucky, 
Tennessee, Alabama, Mississippi, Arkansas, Louisiana, Texas, Oklahoma), and 
West (Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, Nevada, 
Washington, Oregon, California, Alaska, Hawaii). 





Atlantic 







Figure 1--Regional United States. 
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The tables that accompany the following regional views are vital to understanding 
the condition of the dairy sector of each region. The regional distributions of 
dairy farms by age and size vary a great deal. The financial conditions of 

dairy in the different regions also vary widely; but the distributional pattern 
of financial characteristics does not vary significantly among regions. The 
differences in regional financial characteristics result primarily from the 
differences in age and size structure. 


The shape of each region’s distribution of dairy farms is represented on the 
tables by two different levels of concentration, which can be read like contour 
lines on a topographic map. The solid interior line encloses the two or three 
cells of the table containing the greatest concentration of dairy farmers, 
which together account for at least 24 percent of all dairy farmers in that 
region. This line roughly corresponds to an isoquant of an 8-percent frequency. 
The broken exterior line encloses those eight or nine cells of greatest concen- 
tration that account for at least 67 percent of all producers in the region. 
This exterior line roughly corresponds to an isoquant of a 5-percent frequency. 
These two groups of farmers will be subsequently referred to as the '24-percent 
mode" and the "67-percent mode."' The tables showing the joint distributions of 
farms across age and value for the five regions are found in appendix tables 6 
through 15. 


Northeast 


The Northeast contains nearly 20 percent of all dairy owners in the United 
States. It is the most highly specialized of the five regions in dairy pro- 
duction, with over 33 percent of all farms reporting dairy animals, and over 
67 percent of those qualifying as SIC dairy farms. As was typical of the 
United States, nearly 90 percent of "non-SIC dairy" dairy owners were small, 
with less than $15,000 worth of dairy animals. The age distribution of SIC 
dairy farmers is younger than the other four regions. Their size distribution 
is generally smaller than all other regions except the North Central. 


Within the 67-percent mode, medium size operations predominate (table 4). This 
group of farmers contains a great mix of financial characteristics. The oldest 
farmers with the largest farms in the group have an average net worth of 
$246,200; the youngest farmers with the smallest farms in the group have an 
average net worth of $49,200. The average debt-asset ratio for the group varies 
from a low of 8 percent for the oldest operators with the smallest farms, toa 
high of 56 percent for the youngest operators with the largest farms. The 
incidence of zero (or negative) net worth basically follows the rise and fall 

of debt~asset ratios, from a low of 0 percent to a high of 22 percent. 


Like the Southern and Western states, the Northeast shows evidence of a division 
between two sizes of operations (table 4). Smaller operations ($15,001-$45,000 
worth of dairy animals) generally predominate, with 17.6 percent; larger opera- 
tions account for 8.7/7 percent. The longer term financial condition of the 
smaller mode dairy farmers in 1979 was better in the Northeast than elsewhere. 
The debt-asset ratios were lower, and the proportion of those farmers with zero 
or negative equity was lower. The relatively favorable financial condition of 
these 24 percent modal dairy farms is especially noteworthy when compared with 
the South Atlantic, South Central, and West. 
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Norina ten Gear 


The North Central region is the largest dairy region of the country, containing 
over 50 percent of all U.S. dairy owners. As a whole, the North Central is not 
highly specialized in dairy; only 15 percent of the farms there are SIC dairies, 
However, over 50 percent of all dairy owners are SIC dairies. In addition, 
dairy was a fairly important secondary enterprise for many farms. Although 
most "non-SIC dairy" dairy owners are small, 29 percent had dairy herds valued 
at more than $15,000, over double the proportion found in other regions. 


In general, North Central dairy farmers are older and own smaller farms than 

in the other regions (tables 1 and 2). Compared to the other regions, the 
67-percent mode of dairy farmers is relatively uniform. Average equity values 
range from $60,300 for the youngest farmers with the smallest farms to $143,000 
for the oldest farmers with the largest farms. Average debt-asset ratios vary 
from 11 percent to 62 percent. The incidence of farms with debts equal to or 
exceeding assets (zero or negative equity) varies from 0 to 29 percent. This 
incidence of insolvency is worse for the 67-percent mode in the North Central 
region than in any other region. 


Unlike all other regions, which show a concentration of farms at the larger 
mode of operation ($75,001-$300,000 value of dairy animals), the North Central 
region reveals no similar mode. In fact, even the 67-percent mode does not 
include any farms in the $75,001-$300,000 range. The majority of farms in the 
67-percent mode did not reflect poor financial conditions. This could be a 
reflection of more conservative farm growth and debt acquisition behavior by 
older farmers with smaller farms. However, young farmers in the 6/-percent 
mode (those under 35 years of age) are in worse financial condition as compared 
with their counterparts in other regions, as shown by a high incidence of 
negative net worth. 


South Atlantic 


The South Atlantic is a minor dairy region, containing only 7 percent of all 
the dairy owners in the United States. Only 6 percent of the region’s farmers 
own dairy animals, and only 37 percent of dairy owners are SIC dairy farmers, 
Most dairy owners have dairy as a small secondary enterprise; 93 percent of 
"non-SIC dairy" dairy owners have less than $15,000 worth of dairy animals. 


The age distribution of South Atlantic dairy farmers tends slightly more toward 
middle-age compared with the other regions. The size distribution of these 
dairy operations tends to be larger than in any other region except the West 
(tables 1 and 2). The bulk of dairy farmers (the 67-percent mode) ranges 
across nearly all sizes of operations, from less than $15,000 up to $300,000 
worth of dairy animals. However, the 24-percent mode occurs only at the larger 
size ($75,001-$300,000). Within the 67-percent mode, average equity values 
vary a great deal, from $42,500 for the oldest operators with the smallest 
farms, to $281,800 for middle-age operators with the largest farms. Average 
debt-asset ratios vary from 55 percent for the youngest operators with large 
farms to 4 percent for the oldest operators with small farms. Younger farmers 
(ages less than 46) with the largest farms appear as a group to be in some 
financial distress. Debt-asset ratios average over 50 percent, and 14 percent 
of these farmers have zero or negative net worth. However, they are not as 
distressed as North Central young farmers. On average, dairy farms in the 
South Atlantic appear to be in tenable financial situations. 
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South Central 


The South Central region, like the South Atlantic, is a minor dairy region. 
It contains only 13 percent of U.S. dairy owners, and only 6 percent of the 
region’s farmers own any dairy animals. Only 36 percent of dairy owners 
qualify as SIC dairy farmers. Most dairy owners have dairy as a secondary 
enterprise; 87 percent of "non-SIC dairy" dairy owners have less than $15,000 
worth of dairy animals. 


South Central dairy farmers are younger on the whole than dairy farmers in other 
regions except for the Northeast (table 2). The distribution of farm sizes in 
this region is strongly divided between the two sizes mentioned earlier, with 

a slight preponderance of the larger size operations, $75,001-$300,000 worth of 
dairy animals (app. table 9). Within the 67-percent mode, average equity 

values range from $56,400 for the smallest operation to $230,300 for the largest 
operation. Average debt-asset ratios within this group vary from 61 percent 

for the youngest operators with smaller farms to 4 percent for older operators 
with small farms. For reasons that remain unclear, smaller operations within 
the 6/-percent mode ($15,001-$45,000 worth of dairy animals) seem to be in 
relatively worse financial positions than the larger operations, as shown by 
their debt-asset ratios and the percentage of producers whose net worth is zero 
or negative. This situation contrasts with the situation in the other four 
regions where the smaller operations are in relatively stronger financial 
positions. 


West 


The West, like the South Atlantic and the South Central regions, is not a major 
dairy region. It accounts for only 9 percent of all U.S. dairy owners. Only 

9 percent of the farms own any dairy, and only 35 percent of those farms are 
SIC dairy farms. Most dairy owners have dairy as a subsidiary enterprise; 

91 percent of "non-SIC dairy" dairy owners have less than $15,000 worth of 
dairy animals. 


The age distribution of the region’s dairy farmers is relatively older than in 
regions other than the North Central. The size distribution is the largest of 
the five regions. The bulk of the producers (the 67-percent mode) occurs at 
all sizes greater than $15,000. As has been the case in all the other regions, 
average equity values vary a great deal, from a high of $677,700 for the oldest 
operators with the largest farms, to a low of $91,700 for the oldest operators 
with small farms. Average debt-asset ratios vary from a high of around 5l 
percent for the youngest operators with the largest farms, to a low of 7 percent 
for the oldest operators with the smallest farms. As in the South Central and 
Northeast regions, the West contains both the smaller and larger operations as 
separate modes of concentration, with the great preponderance occurring in the 
large sizes. The West is the only region in which the very largest operations 
(more than $300,000 worth of dairy animals) fall within the most concentrated 
67 percent of the population. These larger western dairy farmers are charac- 
terized by very high debt-asset ratios. Overall, the West has a higher average 
debt-asset ratio than the other regions. However, insolvency (the percent with 
debts in excess of assets) is not correspondingly higher. Thus, the indication 
of longer term financial distress does not apppear to be greater than in the 
South Atlantic or the South Central States. 
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